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Imespective of how the principle of licence auctions may pe viewed,
. J!lcmsider that Seventh Round licences shoulqd be awarded on the
’7" meent system as agreed with colleagues in October, 1979. To
~Jiiroduce auctioning would:
& hurt the smaller British companies who do not have largs
finencial resources;
b, undermine the efforts we have made to ensure a significant
Britigh Presence in lisence- awards;
‘ b cauge further delay in launching the Round.
i Me:: i’::;:onsiders the adventsges and d;a:::::::gge:izz‘n::: "
Hineg b (ng 8ystem and of the system o" i o
el g, e referred to in this paper as "au ined for this Round
b :t the present system should be retain ey
: Nitia)l bPayments being applied to some
by = A\.ND DISADVANTAQES OF THE TWO SYSTENS
‘Ah e two
! tn:i:: ::scriptim of the advantages and “m;;:::?::. il
Ven below: g fuller exposition is at

: t-
fhy & ant A is the most effec
",M ©f the present system is that it

ise
'q anies regogn
\‘t $0oq “UPPOrting oyp offshore policies. ComP

liers

i erp ty for UK supp

Biors ™™ on £41) ana sair opportunt yly will count when
b, Hong {ipneng, and on security of oil SuUPP-J ance will

Sct, theyp chances of getting further 8 :
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sures support for our Policieg,
e

isadyg

s s nt

s ppese"tly designed is the smajj , T —————188E8 of the
s

mount of mone

8 ¥ it
.wmicences sre granted. But this can pe remedieq, il
1

1

b ti
4 i M o au(.: ons is that they face 8pplicantg with
1 1 sums of money being bid fop some blocks, The maip disag
==Sadvantag-

nsing system to 4
on the British share in licences, op the BPitishChie:e
content

01l supply,

ctanti®
.ﬂe tha
pjectives . d d ]

ffshore supplies orders, and on security of

4 they would prevent use of the lice

"

b g -y SAFEGUARD_OUR OBJECTIVES WITH A HYBRIp AUCTION/DISCRETIONARY
lnder the present system, I do not have to disclose how I heve decided
‘ o the individual awards. This would not be the case with suctions.
e

b bids would become known and if we had disregsrded the highest to
hor 8 British company, the decision woulg be open for all to see.

It would not be unlawful for me to exercise my discretion in favour
¢ lover bid, either under UK or EEC law, provided thst the terms of
J Fund allowed me to reject any bid, and provided the decision wass not
J Pernined solely to discriminate on grounds of nationality. Even where
L,,__ decision was so based, it is doubtful if one such case would cause
floilty with oup European partmers, or with the US (if US companies .
I F b sutfer), Tr, however, there was a marked tendency to favour |
ftlsh ‘Olbenies at the expense of foreign companies, international
i Hician Would be inevitable and could spill over into EEC-challenge not
E | " our Policy on this matter, but also of our other UKCS policies
I’ 1}

2 the landing requirement and procurement of offshore supplies). |

:;n“def‘ations would deter acceptance of lower bids. Foreign .

& nt factor, an S
i by o, |14 recognise that cash was to be the parsmou " 34
| [*v-—-~_

ge he costs of
i, no 8dvantage in teaming up with, or carrying t

Partnepg most
L .

ies.
The result would be that few British comz:n :ould be L
en .
chss ®M811 and . cannot sfford lsrge front-end peym

1

| q in Fifth Round ‘
I“hee Our Predecessors achieved a 74% British s‘hare btein -

! by, | 0 65-7 I would be surprised to obte

i bq 0% in the Sixth Round. Sekynn. miih Round

1-1

% d.

the Be 8mount with a cash bidding Rounhou:Ld g

¢ °'3ulnt System, the British content 8 S el
eeeaso,r d achieve about 50%, notwithstsnding

® Mandatopy state share. :

CONFIDENTIAL

CONFIDENTIAL



CONFIDENTIAL

8
t
excepP
3 uire an init
E FURTHER DELAYS & sht’JUld req ial licence Payment (

0 1] '
] g ponus ) of £4 million fop blockg o czh additional
m
gres; 8nd ; PR oW ahot gt
. 1 Sipuild adopt & more flexiple 8PProach tq 4.
S 8ize of th
€ Roung

AUCTIONS WOULD CAUS

8. We have taken views of the industry on the Principle 5

and would have to consult on procedures. We woulg need 1, laum%s

~—
the tax implications and the competitive advantage they giv:°k 8
l already paying tax. Companies have spent months Opganising i compamE
{ in most cases with a strong British content, In corporat; °ns°Ptle,

ng g
auction at this late stage would break up some 8roups ang " D-A.R.H_

e : PeQuip,
s ] others to be restructured; some companies would be deterred
: . Othep,
[ would have to re-assess the level of their involvement, Mor-; tinem — of Energy
- ne

would be needed to develop competitive bids than to Drepare g
ions under the present system. It is very unlikely that ye i
complete the awards in 1980/81.

1980
DDl 3t March 19

uld

9. The bigger compsnies have expressed opposition to auctions. but!

T q THE INDUSTRY'S VIEWS ON AUCTIONS

T | suspect that some of the foreign majors would be attracted by the
J adventage it would give them. The small British compsnies heve bea
- unanimous in their hostility. These views are no surprise. But tf
introduction of auctions, on top of the recent tax changes, could?
; . damage the industry's confidence in our declared intention to er ]
courage offshore exploration end development. }
- i SIZE OF THE ROUND !— —
= | g e .
] peuuﬁ E’:’
% 10.This is dealt with in a separate paper but the subjects al‘:sms’ \ .
i ec
[""_, | and colleagues will wish to bear this in mind in reaching @ A
AN _ALTERNATIVE SOLUTION : :
ect!™

but 3
"ould bring in substantial cash in 1980/81 - about L " ]

£1
1!:0 million, This 1g described in Annex'B' and would req
tial bayments on some blocks,

EECOMMENDATTON

12.
I invite the Committee to agree that:

|

M
{ 1.1 ob y
! have sought a solution which is least harmful %0 o L j
| f
|
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ANNEX 1 g1

“ pRODUCTION LICENSING
{ORE

R AND AGAINST AUCTIONS Anp!

el
1)

5 ADDIY
 E PO TTIONA],

CAG S
H Bonyg! SYSTEMG

Auctions on All Blocks
yanteges of suctions are that they
in money &t &n esrlier dste: (11)
e; and (1i1) encoursge compsnies 4, su
rev::z ;pospectivity of UKCS territory with
:; disadvantages are:
1 4. As there cen be no certsinty thet parent o
their UK subsidiaries' explorstion budgets to o
oremia paid, there may be a reduction in overal

me ad
(1) bring Provide some exps

PPOrt theip OWn estimateg
their oyp cesh,

penies woylq incresse
ompensste fop cash

1 exploretion
effort.

b. Auctions would severly limit the ability of Secretary of Stste
to award licences to any but the highest bidder. Money-in-hahd is
bound to be paramount in assessing applications and any divergence
from this position would need to be defended before the Public
Accounts Committee, and elsewhere. It would be much more difficult
to secure by administration means that British interests, snd
snall developing British firms, get a fair share of licences.
The introduction of auctions would reduce ( and perhaps remove)
the support Ministers can give through the award of licences to
the policies of affording UK suppliers full and fesir opportunity
to Compete fop offghore orders, and of ensuring the dispossl of
W 0li founq in way which sssists our security of supnly.
:;a:::::ta fundamental chsnge in anprosch wo:;da::::z:nr:;ether
fnd ip i N arrangements'ith the present
lice o hOW)auctions could: har iRKER eeded of how prover
"sing system, Thus considerations would be n

the llOlmal criteria where the Bssessment
.

8 esg ich do n
gy, *ntially of 4 subjective nature end Wh s. e might

e sh bid
they énq indisputebie money value as do c@ jteria wes say

er
B Ind they the top renked compeny under the

u or
By b:dthe Dighest bid was from Deminex or Elf
™ght not come second).

Mobil (indeed

ta better record O

or 18110!‘1118 BP's Britishness, dispaﬂllc

M on fu11 anq fair opportunity and
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1 TR apfect: of the tax position of Bp‘xlicnnt
The istc , 5 3 . ;
d. The E 0 ensbile some eompanies to make highep cagy y
W

sx offsets, and make a feir procegg b 1qy

y difficult. The dis—a]lowancp
~ Of oq
8

“*ﬂﬂ‘ bigs from PRT and Co ®Quire
LU IR

||

{

-

companics
withcoﬁre:ponding t

T
comparison of the bids ve
> rporation tax assessment would p

; Legy,
:on and would reduce the amount of money bid by tax~pay1ng "I
ion

nies. Even so, it would not remove unfairmess from tHe
compa .

process of comparison, |
pe able to set off losses incurred in the UKCS againgt o
and therefore be able to affopg highep

fiieo far as rorelgn companlss Might g4
in
domestics tax position,

bids.

e. Becaus

study the tax implications, and to consult with the industry o
o l

e of the need to formulate suitable arrangements, to

these matters; the Seventh Round timetsble would be furthepr
delayed with consequential deferment in the awards of licences,
the receipt of revenue from the bids end the start of drilling,
£. Small compenies would be nut at s severe competitive dis-

advantage: the mejority of British compenies fall into this
Y s category. In addition, potentiel newcomers to UKCS exvolorstion
f could be discouraged. Such compenies would need to re-appraise
9 their planned involvement; some would withdraw, and some would

reduce their proposed investment.

|
|
|
!
A [ AUCTIONS ON SOME BLOCKS ONLY

; The advantage of limitation of auctions to some blocks, &S compared
= with application of the system to all blocks, is that we could‘
] : maintain some measure of support for UKCS policies while gecuring
: some early money. The support would either be substantial OF To
1 minimal, depending on which blocks the auction was attached 'ﬁo-ard
r i the extent that the more attractive blocks were e et
| p could b:ini"g
| sustained, but significant bids would be unlikely foT the p:m if tH
| (less attractive) territory. On the reverse side of th° '
E attractive territory was offered for auction, prospect® po saunport
bids would be enhanced, but at the cost of largely e
for our offchore policies,

under the present licensing arrangements, the suppor

B nf
€cause the ppgblems of developing suiteble suction Brrangrti”l
remein, revenue would be unlikely to be received from 8
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anTIONAL
1p02 abive means of securing early mone
per

t nereace substantially the initia] D:y;::rtﬂ licensmg woulq
s £rOm the planned figure of 2950855 sy On.gr-ant of
for an aversge size block), AR 4o “Pevioz kllometpe (
n to look for the main finsncj 8 Roungdg
5be: an exploration programme,
mot it would retein the full g
I tz:s other UKCS policies; it w
I:f:grly revenue; and because it
geventh Round arrengéments: the money shoulq pe available
Finﬂncial Year 1980/81. The disadvantages are that it woul;n
sore gifficult for small British Companies, who, by zng %
he resources to meet heavy front-

A

about

the plan
in the

€ vould
ystem

8l imoyt from Compenieg
The benfitg Of such g Sche
upoort thst the licengin :
ould bring in 8 substantifla

por

ake things

large, do not
neve b : end payments, anq it would
inevitably discourage applications for the less attractive blocks,
jswith auctions, it would be possible to attach these higher payments-
idditional cash bonuses- to some blocks only (and as we expect the
tlocks in the company 'own choice area' to be the more attractive,
that would be the place to attach the additional cash bonuses), The
rnaining blocks would attract the smaller initial payment, as
Cllmrently planned i.e £250 per square kilometre. The advantage of this
iifferntiad? treatment would be to remove some part of the disadvantage-
;?:r:t:l::hing additional cash bonuses to all blocks, i.e. it would

€ scope for smaller companies, end would encoursge

imlicat X
. ations for g wider spread of blocks outside the company
nemlnati()n ares -

L8LY RrveNyg
ﬂ.le S¥stemg "
bey Propop
er date

Venu e
fey Migh

tnye
woy
of blo d

though @
ints at &

entioned above would bring in eerly money.
tion of it would be offset by lower tex rece
There is no way of meking a reslistic assessment of what
t acerue from sn suction. For additional cash bonus

y ber
t requimd and the num
ct of the pa men y

Cks gy w me
Yoy b 87ded. There can be no certainty 8bout X h with an

a ac
‘nltial PPlied fon ang awarded, but if 20-25 hlocks

P . ...51001!!.
% ayment of £4m, were awarded, revenue would be £80m
G
e
Yo
My, oD the
Peli“ina 5 Process typically takes about 12 months, from

Y.

' o o 81!
c8sh=bldding’ Round until srter the Finencisl Yeor '% /
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ssary time for c0n5u1tat

ce 1o
jdes the nec i
Ihis prOVlé dustry (3 months ) ; thereafter, for 4 1th1n
in ‘

~ € Co)
¢ applications (3 months) ; fop the eyg

i 8.
licence ;
gl
and outside the 0 :
bmi

to prepare and su

including interviews with propective license:a:On
of applications 1n¢ ce and plans on offshore policjeg (3 ongy,
r @ probe their pepfor‘mZ:k programmes to be agreed and licenceg ﬁwapae:
- and, finglly, for ¥ a
(2-3 months). nd there are three outstanding policy i 4
‘ For the Seventhti:ufopmal invitation to apply can be PUb1igheq. Thes:
settled before

ijze of the Round and the arrangementg for
ctions, the sl
are, au /

X to take up to 51% of any petroleun Produce;
| exercising the o?tlon Tpn——
) . L g w;: through carefully, fully developed and the
T would have to be thougustry. Compenies would need more time thgy P
discussed with the 12 ir applications. This mast raise resl douy
l . . : em auctions could be obtained in Finsncia] Yesr
to whether revenue fro e,
L} i N ash bonuses could be grafted on to the/systen
5 g addlisozzllzes affected snd the additional revenue should be
timing wou 2
]

received within 1980/81.

ey,

SCHEME FOR OBTAINING
DD,

LICENCES (THE
7 OF
GRAN

SUBSTANTY 5,

Ly PAYNEy
. o : "NTS FRoy Y
) IONAT, CASH BONug ¢ SCHENME ¥

i Ning the

ent licensing method - ang jtg PUPPOTY fop pyg Policies. y;
P e for obteining more Substential s i the zrant~o:1th
g me
1icences-

B
_ove FOR THE SCHEM
PTIONS

Y

), The Gazette notices inviting applicationg for licences include
(;nter alia) details of the initia] Payme;
inmediately on grant of licence,

set at a low level to ensure they

nts licensees must make
Hitherto these Payments have been
do not discourage applications;
ment from licensees in the early
in terms of an agreed exploration

yment for Seventh Round 1licences-
ts agreed with Treasury of{ icials- is £250 ver sousre kilometre in

the licensed area (£62,500 for an average size block). This pronosed

ayment is significantly higher then the initisl payment for Sixth
Round licences,

3 It woulg be 2 sim

that g much more suyb
licence:

instead the main financial require
yeers of the licence is expressed
progremme. The proposed initisl pa

Ple procedure to revise the initisl peyment so
stantial payment was imposed on the greant of

it would ve necessary only to stipulate the de#ails of the :
N the Gazette notices.

h. Thepe are sev
in

Payment i

i of
eral possibilities for deciding the Bppllsiz‘t::
al payment. It could be the same for all

being
tial applicants
ould increase the risks of poten .

°Te substanty

?censed (this ¥ '
ourageq from applying for any but the very best b1°°k°); ﬁtivity
::llld *¢ baseq °n the acreage of the block (however tma:rln‘:eiated
b ::tPactIVeness of a particular block is not in ,8e::rarea; or it
°°ulqa i 2L it could vary from geographic ar:s B

e PPlisd i e discrete category of bloc i

1s) whic

ty ::tp:zme“t "ould have to be set at & le:::u:i:: ;:dvenot deter the
%119,. k SCourage applications, and in par _exploretion compenies
Wy BB ®Xploration.companies, and nom

“‘hitl'a
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Pasis, o there is no empirical evidel
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A POSSIBLE SCHEME

6. The arrangements mignt be as follows:

a. Licences for some, put not all, blocks would be Offepeq
the basis that 2 more substantial initial payment (an'add on
e required on grant of licence, 1t10n,1

cash bonus') would b
b.The blocks to which the additional cash bonus woudii a

would be those in the srea of the compsnies %own .
is a discrete category,
om

choice' concept, it seems 1
then would the imposition of an additional cash bonug °18ewhe,.m
]

D014
] : ' Thig
and given the industry's welcome of ty

" LIS

ess likely to discourage 8pnlicety

io

(= on the UKCS.
; . c. The Additional cash bonus should be the same whatever the siz
—— of the block, Some blocks in the discrete area sre very spa))

(they vary from under 10 square kilometres each), and it hee t0 e
recognised that the one rate of payment may deter applications

T — for these small blocks: however, only experience can tell how
significant this factor will be overall.

! ' 4. The additional cash bonus might be set at £ million, whichis
the approximate cost of a well in the North Sea. The figure i8

assessed on the basis that applicants would expect to have to
. offer to drill at least one well to obtain the licence.
e. Compsnies would additionally be required to drill at least 0
well to earn the right to continue the licence after the initiel

term, which would probably be of six years' duration.

ESTIMATE OF INCOME

e .

!§ 7. It is difficult to sssess with real confidence W
5 i response would be for blocks to which e orice tag of ~ ”
a;tached. Compenies have, however, welcomed the concept o 1y P
{ c [} e
. ‘ oice' srea in the northern Worth Sea, snd it seems unlik i
L

‘ €
| ref
‘ in thet area the larger compsnies would be entirely d18°%
me thEs
]

the
Price tag. We think it not unreasonsble to 8€8U

tions would 0
| srea De received for perheps 20-25 blocks in % e

n-.

» Producing revenue of £80 million to £100 milli?
gher £
e

blocks we; .
| . ‘Prw;:x": averded, the amount would of course b€ I
i ’ : 'ﬁ'r e Fhat decisions can be taken fazirly 8007 %
8rrengemente for :
Payments aceorqs

gren

the Round, the licences should P o
1980/

NELy received, in the Winencirl Y€P
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